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Chapter 1
Introduction to Managerial Accounting

. Learning Objectives

After studying this chapter, you will be able to:

1. What are the relationships among managerial, cost, and

financial accounting?

2. Understand how managerial accountants affect strategic

decisions.
3. What are the managerial accounting, and functions?

. 4. What are the relationships among managerial and other

sciences?

Chapter Contents
This chapter includes the following topics:

o Definition of Managerial Accounting

e Importance of Management Accounting Information

e Management Accounting Functions
o The Importance & Status of the Managerial Accountant
o FEthics for Management Accountants

o The Relationship between Managerial Accounting,
Accounting, and Financial Accounting
e The Relationship of Management Accounting with Other

Cost

Sciences
e Questions




Chapter 1
Introduction to Managerial Accounting

By following the time events of the emergence and development
of accounting systems in-their current situation, it is noted that
management accounting is the latest among these systems, as it
- was preceded by financial accounting and cost accounting, and
" pecause the administration needs to find an accounting system that
keeps pace with developments and changes in the accounting
environment, which focused on serving the administration in
achieving its goals and its functions in planning, control, and
decision-making, where admillistratiife accounting had a major
and effective role in assisting the administration in achieving these
functions, as its emergence was accomﬁanied by a coincidence
after the end of World War II in 1945. The American production
facilities and companies were transformed from the nature of
military production to the nature of civilian production, which led
to a decrease in efficiency and productivity in most of the
facilities, which required the formation of an “Anglo-American”
working group to visit these facilities to determine the reasons for
the decrease in productivity, where the title of this report was
"Management Accounting".

Where it was defined as “the adaptation of accounting data and




information to serve the administration in the daily CONduct of its
projects and companies,” and we can conclude from thjg
simplified concept that management accounting has the main
objective of providing data and analytical accounting information
to the administration to help it exercise its functions to the fullest

extent of planning, control, and decision-making.

Definition of Managerial (Management) Accounting

Shortly after the emergence of management accounting, this
new accounting system was taken into account as the focus of the
link between accounting and management, as it was known by
several definitions, all aimed at showing its contribution te
achieving the goals of management represented in planning

control, and assistance in decision-making, and these definitions

arc:

1,'M.anagei'ial Accounting: “Tﬁé_ééébﬁniﬁié systemfor provi&ing
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i the quantitative information that managers need in planning and
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Managerial Accounting: “It is an application of appropriate
means, measures, and concepts in order to create historical data
expected for any institution to assist the management in developing

plans to achieve reasonable goals and to make wise decisions t0
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schieve those goals”,
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Managerial Accounting: “A set of principles, methods, and

measures that are adOpted In preparing plans for projects' budgets

* for a future period, monitoring the implementatiorr of these plans,

and preparing the necessary accountmg data for the purposes of

decision-making in the planning and contro} stage”.

The Institute of Management Accountants (IMA), the world's

leading professional organization for management accountants
and financial professiohals, first defined management accounting r
in 1981 as “The process of ideqﬁﬁ_cation, measurement, ]
accumulation, analysis, preparation, interpretation, ?nd
communicatioﬁ of financial information used by management
to plan, evaluate, and control within an organization and to !
assure appropriate use of and accountability for its :
resources.”

After more than a .quarter of a century, specifically in
December 2008, the IMA issued a revised definition of
management accoﬁnting in appreciation of the strategic role it

plays in today's institutions. This definition 1s:
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( ‘Management accounting is a profession that involV f
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Partnering in management decision making, devising
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Importance of Management Accounting Informatiop

The role of management accounting information, like othe
information systems, is to increase knowledge and reduce the rig)
of uncertainty, and unlike descriptive or personal informatigy
management accounting information is usually analytical
whether quantitative or objective, that will help the decision make

more effectively than if it were as well as descriptive or persona

. and given the importance of accounting information in general

considering that management accounting is one of the sub-system

of the comprehensive accounting system, it must be described &

follows: A Aca ,,(.!:(;
Ollows ul\ﬂ/é we,)u"w'ﬂcww \E‘/;\i,x,. I@
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1. Relevance: The relevance or Sllltablllty of accountlnﬂ
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mformatlon is one of the most important characterlstlcs that mus
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be charactenzed by this information to use when studymg the

problem that needs to be solved, addressed, and decided upon.

2. Timeliness: Meamng that the need for accountmg ll‘lfOI’math

PE—— A

l
is a current and immediate need, that i is, it is required at the righ
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time, and that much important accounting information loses its

value when the time specified for its request has passed.

3. Accuracy & Precision: It 1s @actenstlc of a great degree

Of milr)ortance because there 1S no pomt in obalﬁlng mformatlon

ickly, but it is inaccurate and -
quickly, cTroneous as false and misleading

information will lead the manager to make inaccurate decisions
affecting the economic situation of the enterprise.

Management Accounting Information Function

There is a group of functions that management accounting

information seeks to achieve, which are as follows:

1. Operatlonal Control Prov1de feedback mformatlon about the

T vy

efficiency & quahty of tasks performed o e

2. Product & Customer Costing: Measure the cost of resources

e S — ]

used to produce a product or service, market & dehver the product
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or service to customers.

3. Management Control: Provide mformatlon about the

A pa—
T

performance of managers & operatmg units. - ”

4. Strategic Control: Provide information about the enterprise's
financial & long-run competitive performance, market conditions,

ical i ations.
customer performance, & technological innov _
P = |
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The Importance & Status of the Manageria] Accountan
The management accountant occupies greg impol‘tance
a distinguished position in the economic unit, a5 ;; is the ﬁ:;
point of .the economic unit, as it takes data from Varioy
departments and in ‘tum collects and classifies thege data g
conyerts them into useful information that it provides to seniq
management as well as to the various departments, apg th
management accountant is the closest to the management from g

rest of the accountants in the economic unit, as it contributes to th

strategic decisions taken by the management by providin

~ important and necessary information about the sources

competitive advantage. Here, the management accountant has t

" e — o ——

rely on information for management accounting, as it stems fror
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the credibility, accuracy, and timeliness of ‘the flow of thi

information, as any defect or inaccuracy can lead to wrol
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decisions and wrong evaluations of performance. . /.
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Ethics for Management Accountants
In 1983, the National Association of Accountants (NAA) issued!
MAs (Certifiet

duals wh
ve beel

andard

code of ethics for management accountants, both C

Management Accountant and others. Although indivi

practice as independent certified public accountants ha

cervviont 5 tha Cade of Conduct for many decades, these st
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are a first for management accountants and may serve to increage

public confidence in the i Integrity of the business community. The
main contents of this Code of Ethics, Standards of Ethical Condyct

for Management Accountants are set out as follows:

o5 LaS
1. Competence: The management accountant must maintain a

4+
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4level of professmnal competence through the continuous

-

_development of their knowledge and skills, while performmg

R o T L BT SETSP S

duties in accordance with approved laws, regulatlons, and
standards, and preparing clear and complete analytical reports that

include the required recommendations.

—
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2. Conﬁdentlallty Reg:l from dlsclosmg conﬁdennal informa-

wtlon obtained durmg_ihem work except under a legglly ﬁJ’dmg

authorization,) with the requirement to inform only direct

e e —— e
e —

subordinates of this information to ensure confidentiality, and not

- to use confidential iﬁformation for the unethical or illegal benefit

either personally or through third parties.

oS
3. Integfnty refram from engaging in any activity that would haﬁ'vn

their ability to_perform their_duties ethically, refuse any gift,

Sfervu.:e}j or hospitality that would affect them, avoid conflict of

interest and refrain from engaging in or supporting any activity

that harms or tarnishes the reputation of the facility and the

ey

|
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[ profession, identifying professional limitationg that impeq
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successful performance and reporting of the activity, anq th

transmission of unfavorable information as we]] a4 SUpport
[

judgments or professional opinions.

NN
4. Objectivity: Full disclosure of all relevant informatiop with

e W e -

e e,

and objective communication regarding what is contained ip §

. e
report, comments, and recommendgglons made.J

g - e\
\ |
5. Resolution of Ethical Conflict: When applying standards

ethical behaviorymanagement accountants may have problems |

identifying unethical behavior or in resolving ethical conflic

When faced with significant ethical issues, manageme

accountants must follow the policies in place in the organizatic
that affect the resolution of such conflict, and if these policies ¢
not resolve the ethical conflict, management accountants shou!
discuss these issues with the line manager, and when they are ¢

resolved it is submitted to the top management level, and so on.

! The Relationshi beﬁee%w_cd‘”

’ Accounting & Financial Accounting

The integrative relationship and the close interrelationshij

| between management accounting on the one hand, and €0
(

accounting and financial accounting on the other hand, can bL
R o el
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clarified initially, through the definitions of each ¢

y
system, as follows:

pe of accounting

Management (Managerial) Accounting: The accounting system

provides managers with the quantitative and analytical accounting

information they need in planning,

making.

controlling, and decision-

Cost Accounting: An accounting system for providing managers

with the quantitative information they need in planning, controlling

and determining the cost of the activity (product or service).

Financial Accounting: An accounting system that provides

managers- with the quantitative information they need to prepare

financial statements for external users.

Through the simplified definitions and the objectives that the

1sub-systems (financial accounting, cost accounting, & management

accounting) seek to achieve, the comprehensive and integrated

accounting information system can be clarifi

'.“-ﬂ.l...

ed in the following
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Financial Accounting

Providing quantitative data for general 1 Providing qua titative g
- purpose- financialstatements assist managemep i::ta

A

Accounting for. Accounting for 7
all remaining 1_ inventory ﬁmm“h Dedsion-Malnng Control Planuing

items in financial | statements .i
statements = (Product Costlng) V

Providing quantitativedata to|
assist management in: ‘

\ o
\& W=

Chart (1)
‘The Relationship between Management Accounting,
Cost Accounting & Financial Accounting

1 P — - -

¢ in (Di ‘ jal Accountir
he Bt pDitferences) bstwaen Managis ysm

& Financial Accounting:
The relationship between management accounting and financl
: o : (
accounting, although financial accounting is the main source

data and accounting information that management accountis

needs for the purposes of planning, controlling, evaluation, an

: , | ol
assistance in decision-making, but is characterized by fundament

T - nhiective-‘
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The relationship (difference) between Managementﬁ 7
Accounting & Financial Accounting

The Relationship betﬁggq__Mapagerial Ké\'c)(ﬁ(l/nting

Accounting:

l

|
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The role

of management accounting begins at the end

accounting thrdugh analyzing data and lists

o =< "7
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“ & Cost

of cost

of cost information

functions and the field of use of each type, and these can be clarified
he differences are in the following table: ’ )‘0’»
m’/ Financial Afzzgsing ; ManagerialAccounting
Iﬁ,’m Investors, creditors, & other | Managers, employees, &
- users users external to the organi- | dicision makers internal to
zation after audit the organization
Wt To provide financial statem- | To assist management in
‘ information | ents th.at will be meaningful | planning , controlling &
e to any interested parties dicision making
3 Flexibility of | Inflexible in preparing fina- Flexibility in preparing
! accounting ncial accounting reports management accounting
reports. because it depends o1 GAAP reports as it sometimes
. N A2\ A '/-jj"_s does not depend on GAAP
4.Time’ Relates primarily to the past | Deal with relates substan-
dimension 91 tially to the future
5.Focus of Usually takes a condensed™ | Takes a detailed view of
information | view of the organization as |segment of the organizat-
o e a whole ion
6.Nature of | Monetary information Monetary, quantitative &
information | 5~ any type of information
Chart (2) el
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prepared by cost accounting, and describing the Felationg® 1] _-\de
between these two accounting systems reliably, ag Sori Wm!prov! ’
do not differentiate between them, and we find that most of, ;s 0O

books of management accounting deal with the topics of Cost, 3 2. 22— Eco
versa also, in the books of cost accounting, where they inclyq and SCt

important topics of management accounting, and some fejt § ga%i®
this relationship as two tributaries poured in one stream, namem
the service of management in the areas of planning and cont margif
and in the decision-making, where cost accounting genera data n¢

focuses on short-term planning and control. Relying on histori

3. Stat

h

and current data for reporting, as for management accountmg,

focuses on short-term as well as long-term planning and conm

“as it relies on historical, current, and future predictive data. 0

formulate plans and strategies as it prov1des a future vision on for £

company Hence, 1t makes use of forecasting what the costs w

\
be in-the future if a particular alternatlve is chosen. Accordmgl ‘

The Relationship of Management Accounting with other Scienct =

Management accounting as a fundamental pillar of accountis

science is closely related to varioys sciences, including:

magemem Accounting and managerial accountm!
in particular, is an important means of serving managem;cn_t,] as ;i
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 provides useful information to management that h

elps it achieve
'~ its most important goals of plannmg control and decision- -making,

-Vr-“.__'

| 9. Economlcs Scm It will discuss how to allocate Tesources

e S

d scarce factors of productlon between the projects to achieve

. maxlmum beneﬁt from these resoureesJ as well as consider thmgs ‘

B TR ————

W AT W

such as multiple benefits, price, inflation, opportunity cost, and
marginal cost, and find an effective role in the collection of the

data needed to follow the evaluation and evaluation process.

R TE—

3. Statistics and Mathematics Sclence \It relies on management

__‘H o
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‘accountmg methods and mathematlcal methods and statlstlcal and

. — P

S P e R e £ty e

quantltatlve analysi and presentatlon of the results of the analys1s

of the financial statements and lists of costs.
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/ _ Chapter 2
Cost Concepts & Cost Behavior .

Learning Objectives |

1. Understand the meaning of the term cost, and

After studying this chapter, you will be able to:
some

concepts related to it.

- 2. How are costs classified, and why are such classifications "
useful?

- 3. Classify an expenditure as fixed, variable, or mixed.

4. Compute the fixed and variable components of costs by

three methods.

~ Chapter Contents
This chapter includes the following topics:

¢ Definition of Cost

e Classification of Cost

o Separation of Mixed Costs ) I

¢ Other Cost Concepts *'

\Questions & Exercises |
i




Chapter 2
 Cost Concepts & Cost Behavior

Definition of Cost

Many definitions have been presented in many scientific
references specialized in the accounting affairs of the term cost
but the definition of the American Institute of Certified Public
Accountants (AJCPA) has b been relied upon as being the most

e ————————————

accurate and clear deﬁmtlon of cost: u-~r—--* LzA) o/ ), % )\
PSP\ o g > ,
LAn exchange price, a forgoing, ! curée;

eneﬂtj In financial accountmg, the fcrgi o?ng or sa’cﬁi’ice at
A =5 T

d’;{te of acquisition is represented by a current or future

—

dmunutmn in cash or other assets”

Cost can be defined by another, more "d%talled and

ONS
ccmprehensrve deﬁmtlerr

~ p 52
————— 84.&*
“Exciroange ra e, sacr 1ce for the guaranfge J0f benefit, which

ﬁ;tﬁhe amo‘ﬁ" t meas red in spent cash or aerroperty

L

paid, 'shares 1ss ed services \rendered or debt created in

-
oY v P e
exchange for goods or services”. o

St

charactensncs can be deduced as follows:

: . L] - ' Y
I,Z!t, is an economic sacrifice of part of the enterprise’s 1esOuIces

2- Ensuring obtaining a benefit, which may be irrg’nediate or ;gga
| > U /s 0\~ _¥% 5129 [7 7% b
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3- It is measured in cash spent, ﬁ

e e I g

4- It is within the standard ", concept of use, that jg, osD) nd*
include only penmssﬁb’lggsses . gn/dff
in
5- The cost is de o‘tigmnefjccordmg to the following equatio W
Cost = Quantity x Price 4. CoS
alysi
Classification of Cost ———— e e odud
Cost classification is needed for the development of cogt :I;r ces
ucces:
that will aid management in achieving its objectives. T} udy™
S 4

lassificati d on the relationship of : S
“ classifica ,ons are based on the relationship o Costs to busines

e (J«/J 1
1. Natural classnﬂcanon According to these relationships, b(ef.i'.s;

cost can be classified according to its nature into three elem
\
components. (Material cosgﬁms_t)and Expenses)

a. Fixe
activity

: 5 —
2. Functional classnﬂgatlon, Accordlng to these relationshiThe C

—_————
i
e S

the cost is classified according to the ﬁ.mctlon in which it anst Theg
- and the purpose of this classification is to link the cost elements 1. Thg

] b i b ‘—-«.-_.-r--—.m.-—-—..__-_-.._

the function in which my agencies are established: 2. A@

b ot e e

=)

(MaHUfaCtUﬂng costs, Marketing costs, and Admmlstratlve cof range

UJ ) C‘A——P)-’_pu_,_»viwuﬁj; < bl T :
3. Cost in relation to the umt of product; Accordmg to tht’» 5

relationships, cost components are class1ﬁed into:

a) Direct Costs) Costs that can be traced easily to the M" _

mMg (D1rect matenal Dlrect labor, and Direct expensﬂ ]
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b) fndirect Costs: Costs that can't bwy to the unit product:

(Indirect manufacturing costs {F.0O.H}, Marketlng costs, and

W __________
,p\_)(fqp

4. Cost in relation to volume of activity (Cost behavior

analysis); Some costs vary in total directly with changes in

e _'_“---..__‘_

production activity, while others remain relatively unaffected.

e et e ——— S

Success in planmng and controlling cost depends upon careful ;

study and analysis of the relatlonshlp of cost to changes in :

business-activity and accordmg to these relationships, the cost can
© e stema Beatis e o

be classified into fixed, variable, and mixed costs:

P \——-—’\_7 v y/

a. Fixed Costs' Costs thaL__eJm_Qh@ged in total a/ all levels of

activity w1th1t1 a limited range of activity (r?eEBt ;an%e)

——

————

————

The Characteristics of Fixed Costs:
There are several charactenst:} of ﬁxed costs, whmh are: ) $
22| 2oa) ﬁr
1. The fixed total arnount within a relevant output range

2.A devcer';:se in per—umt €V\sst as volume increases within a relevant
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0
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Activity (000 Umts)
Chart (3)

Fixed costs behavior

It is noted from the graph that the efficiency of the department’s
performance 1s measured by the exterit to which the full available
capacity is utilized, as fixed costs are distributed over the largest

possible number of units to reach a low share of the unit cost.

b. Variable Costs: Costs that change proportionally to the volume

of production (or sales).

e — S —

The Characteristics of Variable Costs:

~ There are several characteristics of vanable COsts, Whlch are:

1. The change in the total amount is in the same proportion as the

- change in the volume of activity.
2. Relatively constant cost per unit as volume changes within a

relevant range.

3. Assignable, with reasonable ease and accuracy, to Operating
departments.

4. Controllable by a specific department head.

rrr—
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5 Mp‘%g_"gosts: Those elements whose cost varies according to
the volume of activity, but not at the same rate of change, and
accordingly the total costs, as well as the cost per unity will be

variable, and therefore their cost will contain the fixed and

variable components, for example; Maintenance exp, [Regular

maintenance (F) & sudden maintenance (V)] electricity exp.
[lighting (F) & operating machines (V)], supervisor wage
[monthly salary- (F) & production incentives (V)], and it can be
classified into two types: |

e Semi-Fixed Costs: When fixed costs are more > than variable

costs. *

o ————

Costs

| [ *

>

Activities

Chart (5)
Semi Fixed Costs

* Semi-Variable Costs: When variable costs are more than

fixed Costs.

A

Costs

Activities

Chart (6)
Semi Variable Costs
o aE 1532
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Rent expense

Indirect materials cost (5000 x 2)

Maintenance expense 6000 + ( 5000 x1 .5)

Other Cost Concepts

is Tex
except with the knowledge of the purpose to be used in the;& e

(=

L . Rever
of measurement, control, planning, and decision-making. b——ﬂ’pen
as ex
Therefore, some concepts related to the term cost will be clg
ZDuL.)\—c,;}AEJ\ '5;)“52,;)‘ oe)s” 6. Relev
1. Commen Cost: The cost of operating a facility ope
o) éu,g_:_(_ Tt SR S ) VPCIQURNE | a. Rele

[\ activity area, or cost objj:gt that is shared by two or more ust;jsernati
: , X2 e, L (W T

" et oL N “’?\)“:? P st b. Irrele
2. Joint ‘Cost: Costs of a single process that yields m

| i e j Ly AL alternati
products mmulta&usly, (Jois Ea) 270 GRS

f\-'-"j r ,ﬂ/\’” C. Sunk
s - & . ; : too B
. Mj\l}l:g:l.lslg_l ‘C,git. The increase in total costs resulting be chan

increasing production by one unit, and this increase is only réd-_Diff

to the variable part of the costs) The total costs of producing which
units amounted to $ 140000, the variable of which is $ 80000*°tion
the fixed $ 60000, when the production increases to 1001 V2B
the total costs are $ 140080, and accordingly, the increase i L PPorty

. o N0they
amounting to § 80 is considered the marginal cost.
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4. Pro ct COSt A » 30 Of the Cost assrglfled to the product for 5
-s-“""'-'-‘-

MOSC B o o G\ gudom
SPBCIﬁG.F 5 e e . |
5, lseriod Cost A sum of the cost assigned to a specific period.
As for < or the gelatlonshl‘p of costs to the period, it is clas31ﬁed to:

Carpltal _)_(pgl_ldl_tl.ll‘e_s_ This is intended to benefit future perlods

& his record as an asset.
eI Les)\
b. Revenue Ej enditures: Beneﬁt the current period & his record

as expenses.

6. Relevant Costs & Irrelevant Costs:
elev o5

a. ReleVant Costs: Expected future costs that differ among
alternative courses of actlon%L.J o= L

b. Irrelevant Costs: These are those costs that remain for the same

alternatives being considered.

c. Sunk Costs: Past costs that are unavoidable because they can't

be changed no matter what action it takes. ) .
. . S/

d. Differential Costs: These are also called incremental costs,

which are the difference between the costs of each alternative

action that is being considered,

g\099%1_11_1itv Cost: The amount of lost profit when the

OPPOrtunity afforded by one alternative is sacrificed to pursue

another alternative.




€ Costs.

a. Controllable Costs: Costs are those that C

- an be inflyep,
Manager during a period of time. - %

|
&

b. Non — Controllable Costs: Costs are those thys
) C

influenced by a manager during a period of time,

8. Avoidable & Unavoidable costs: z
a. Avoidable Costs: It is the cost that is eﬁ'mm'ﬁgd when def

to choose an alternative without another alternative in whichF

COsts arose. [

X . : C
b. Unavoidable Costs: It is the cost that is not eliminated

deciding to choose an alternative without another, as the®

remain in each alternative. Y

a
b

[ ]
[ T

o



/ Chapter 3

Cost— Volume = Profit (C.v.p, Analysis
Learning Objectives
After studying this chapter, you will be able to:

1. What is the concept and assumptions of CVP analysis?
2 How are the different methods used in calculating B.E.p?
3. How can a company use vplume—proﬁt (VP) analysis?
4. Knowing the margin of safety and operating leverage?

5. How is break-even analysis applied to multiple prodycts?

Chapter Contents

This chapter included the following topics:

e Definition of the Break-Even Point

e C.V.P Analysis Assumptions

* Methods of computing the Break-Even Point
* Sensitivity Analysis

The Margin of Safety |

The Relationship between Profit & Volume
The Target Profit |

Break-Even Point Conclusions

Operating Leverage

* Multi-Product (Sales Mix) CVP Analysis

* Questions & Exercises




Chapter 3
Cost -Volume Proﬁt (C V.P) Analysls

‘-’._ - i o _....__.//
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[ Mls a systématic way of Sxammmg the
‘Break-tT

relatlo ship /l)f:tw Levrl‘szpanges in the volume of prodﬂf:tlo and

ggs mtotal sales revenue, exp ses (costs) and e proﬁt It

S —

-

s one Of the most important factors anaqﬂdlcators that help

management Ul understand and evaluate the relationships between
nanager’~

costs and aCthlty volume as are C‘,%dt of their interaction and 1mpact

' on the amount of pr‘of' ts and 1t allows;us to predict what will

: happen to financial results if it is at 3 certain level of act1v1ty or

mcuwtymes also shows the nnpact of
potentiat or ptarned ¢ chmt’;ffect the amount of expected
~ net profit, selling price, sales volume, cost structure, level of c@,

and the selling mix of various products, in addition to this,

;' analysis is one of the most important analytical tools in the
planning process as long as the focus is based on the relationship
between costs, volume, and profit (C.V.P), and in the short run,
this is usually a period of one year, or less, during which the
company's output is likely to be limited to that available from
; current Operating capacity. Some inputs can be increased in the
short ry but others cannot Be mcreased additional supplies of
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Definition of the Break-Even Point
————*

The common definition of the break-even poiy can b

on as follows:
| 29That volume of acﬁYity for whicli total reveny, is eqy,

total costs where operating income is zero”)

The above definition is derived from the mathematica] rely

ship, and the foliowing definition is derived from the graph

shows the break-even point:

“That point resulting from the intersection of the total oy

line and the total revenue line where operating income is zen

C.V.p Analysis Assumptions:

For the results of the analysis to be correct, it is necessary !
specify the CVP assumptions.

These basic assumptions are as follows:

1. Total revenye ang total costs must be linear functions.

2. Constant selling price, yni variable cost, and total fixed co |

over the relevant fange, and cap pe accurately identified.

6._To analyze multiple products, the sales mix must be knowﬁ

7. The analysis is only applicable in the short term. J
S160 7

|

———




of computing the Break-Even Point

There are several methods for computing the Break-even point

note that CVP analysis can only be used for decisions that lead to
results within the relevant range (aCCOleng to the available data),

P e 3£
but if data outside this range is rélied upd, the selling price and
variable cost are no longer fixed per unit and any results obtained

will be incorrect, these methods are:

1 The Mathematlcal Equation) Approach.
- ( > ) App

2 The Contr1 B‘utlon argin Approach.

3/ The Graphical Approach.
Z/ et C‘)

The following example can illustrate how to use these methods

in determining the break-even point.

—_—————— —_— \

! Example No 1] ]. The following data are available:

tw—..:x...... e J
e

The variable cost per unit is $60. .
e 0B e

Total Fixed costs are $200000.
The selling price per unit is $100.

Requireq; Using the three methods to compute the break-even
point (B.E,p ) in units and dollars (amounts).




ﬁlh—"" l ‘
F Mand Ll e\

1 Method: The Mathematlcal (Equatlon) Approach
1" Method:

s

i. { Revenues ~Total Costs = Operating Income (Proﬁ b
(Units Sold x SP™) = (F.L?+V.C®)=0

(@ 100) - (200000 + {Q X 60}) =0
40 Q = 200000
- Q=200000 + 40 = 5000 units s B.E.P in Units_

ISP = Selling price per unit

2F.C =Fixed cost per period

“V.C = Variable cost per unit .- f
"*Q = Quantity of units \
ii. B.E.P. in Dollars = 5000 x 100 = § 500000°

500000
(300000)
) | 200000

0

R

ine the break-even P"



inl is defined as:
i, The conmbutwﬂ -

e f
ipution of each product to covering part of the

«The cont’

ts until they are fully covered, and profit begins to

fixed ¢ e le)Lﬁ/ /W/”
appeal‘

“The break-even pomt in units can be computed by the following

fomlula:

ﬁB.E.P in Units | = Fixed Costs + Contribution Margin per Unit™!

*1 Contribution Margin (C. M) per unit=S.P-V.C
‘B E.P in units = 200000 + (100 — 60) = 5000 units

ii. The contribution mai‘gbs rat}‘?) (also known as the contribution

sales ratio or profit—vollime ratio), is defined as:

“The proportion of each $1 of sales available to cover fixed

| costs and provide for profit”.

The break-even point can be computed in dollars by the following
formula:

B.EP in Dollars | = Fixed Costs + Contribution Margin Ratio™

“CMRatio=CMysp EEEN — “°°°

" CMRatio=($.p-v.C)+ SP ¢
A

*BEPin dollars = 200000 + 2% = 500000
1007
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senslﬂvi Anal sis Wproach for(?o'pmg with
\

chang_im—th»-—fmues of the variablesy Sensitivity analysis focuses

w a result will be changed if the original estimates or the

on ho :
erlying assumptions change. g

und
The followmg example illustrates this:

‘Example N02j Al-Mosul Company manufactures and sells 3

w—

specific type of Teapot, the present sales output ig 50000]teapots
- per yearata selling price of § 4 4 per teapot, the fixed costs for the

—

year are $ 60000, and the variable cost is $ 2.50 per teapot.

ﬁ‘
g ——————————

Required:

a. Compute the current break-even point in units.
’—__x\"-
i b. Compute the new B.E.P. in units for each of the following
T ———— —

changes (Consider each case independently):

— —

@}\ 10% increase in F.C.
@ A 20% increase in selling price & a $ 20500 increase in F.C.
lii. A$0.10 per unit decrease in V.C. =~

The solution,

a. BEP iy Units = F. Costs + - C.M per Unit
| p v c
\ = 60000 + (4 — 2.50)
| = 60000+ 1.5

I = 40000 units

e



b. B.E.P in Units = F. Costs + C-M per Uni!
. = 66000 = (4 —2-50)
— 66000 + 1.50
—'44000 units
_ 80500 + (4.80 —2.50)
— 80500 + 2.30
= 35000 units
.  =60000+ (4 —2.40)
= 60000 + 1.60

= 37500 units

The Margin of Safety (Safety Margin
)

: v
It is the excess of budgeted revenue over the break-even rey
,—/f\

11

this area is located above the break-even point and the pro'

realized. The higher margin of safety, the lower the risk of lt

or break-even.

1. Marei . e o
rgin of Safety in Units; It is computed by the following for

. S s
[Mar%lln I})f.Safetyi Budget or Actual Sales — Break Even?
nits in Units in Ulllts
—-d

2. Margin of Safetv i )
gl atety in Revenue; It is calculated by the follo
formula:

e —
SSSSSElS S

Margin of Safety in | = Budge ea]gw
tor.
. Revenue (Dollars) Rg\_reiﬁftgual ol D Jﬂlﬁ
nu in




sale?ax—'—é 7000 umts

Required: Determine margin of safety in units, revenues, and ratio,

| The solution:
Margin of Safety (M..S) in Units = 7000 — 5000
= 200‘0 units
~ Margin of Safety in Revenue = 700000 — 500000
= $200000
Margin of Safety Ratio = (200000 +700000) x 100%
|  =2857%

-

The Relationship between Profit & Volume

Most organizations with different activities and specializations,

use the relationship between the VW and the profits
achieved in planning profits and productivity according © 2 f

particular activity, Some of the objectives of relying on this

relatlonshlp can be clarified, as follows:

3 certain
Detenmne the volume of the activity necessary toT each




Mo st corporate departments resort to profit planning in advance, "
hich requires determining the sales (in unitg or dollars) to pe

achieved 0 reach the target profit, which j 1S usually deterrnmed
before deducting income tax.

| ‘Target Profit (T.P) Before Tax l: T.P (After Ta2)+ Tncors Ta)q

'ITarget Profit (T.P) Before Tax I = "_[‘.P (After Tax) + (1- Income Tax%ﬂ

The following example illustrates this:

_ple N0.4- Referring to Example No. 1, assume that the

i company w1shes to earn an operatmg income after tax (40%) of
$72000.

Required: Determine the volume of sales in units and dollars to
- achieve the target profit.

1 In e begummg, compute the operating income before tax.
Opetanng Income (Q.1) before tax = O.I (after tax) = (1-income tax %)
= 72000 + (1- 40%)
= 72000 + 60%

= $ 120000

—l




’ ol Prof
1* Method: T

Target Profit (T.P) = Revenues — Total Costs

120000 =100 S.Q - (200000 + 60 S.Q)
320000 = 408S.Q
~. S.Q (Sales Quantity) = 320000 + 40
= 8000 units
. Sales in Dollars = 8000 x 100
=$ 800000
2" Method:

Sales in Units to achieve T.P = (F.C +T.0.) - CM

= (200000 + 120000) + 40
= 8000 units
ales in Dollars to achieve T.P = (F.C+T.0.1) €. M Rui

= (200000 +120000) + (4011
= $ 800000

Must be followeq-
1. Dyawing the x-axic whink ..



Ogerating Leverage

In commercial activity, this term is considereq , tog 0,

measure the extent to which profits are affected by Chang,
value’of sales. Operating leverage is defined as:
: % ’ ‘.)"-q““)‘ de0 ¢ L

“A measure of how sensitive net operatmg mCOmel Sto,

')percentage change in dollar sales”¥
(A_) r Yo W\JH

- Operating leverage acts as a multiplier, if operating ly

1S h1gh a small percentage increase in sales can produce,
larger percentage increase in net operating income. The dg

operating leverage at a given level of sales is computeq |

following formula:

= Contnbutlon marguﬂ

| —— | Degree of operating leverage
W | Net operating income

It is 2 150 possible to determine the relationship betwef

percentage e"_,.*jge in sales volume W1th the percentage chan

net operating inc me aecordmg to ‘the concept of ope

~ leverage, wﬂh the fo%owmg formula:

net operatmg '




mput d by the following example:
co

| Example NO- 9 : The following are the income Statements for ﬂ
5o companies (X) and (Y) for the year ended 31/12/2073.

Dotmils (X) Company | (Y) Company |
~Revenue $300000 | $300000
_ Variable Costs | (120000) -(210000)
Contribution Margin 180000 90000
 Fixed Costs (120000) (30000)
Net Operating Income $ 60000 $ 60000
Required:

‘ 1.Compute the contribution margin percentage and B.E.P for each

company.
2. Compute the operatmg leverage for each company.

_3: Compute the margin of safety in dollars for each company.

anned to increase their sales volume in

4. Both companies have pl perating

eto

2024 by 10%. Explain the reason for the difference “:hn ncept of
co

"inzome between the two companleS according f0 e

operating leverage.

The solution:

+ Sales
1. Contribution margin percentage = o 0=60 %

000
;j CMY% for (X) Company = 180000 30

ety
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C.M % for (¥) Company = 90000 + 300000 = 3,
B.E.P in Dollars = Fixed Costs + C.M %

B.E.P in Dollars (X) = 120000 + 60% = § 20000,
B.EP in Dollars (Y) = 30000 30% = $ 10000¢

2. Degree of operating leverage = Contribytjop margin
Net operating income
(X) Company = 180000 + 60000 = 3
(Y) Company = 90000 + 60000 = 1 s

3. Margin of safety Ratio = | = Degree of operating leverage

The margin of safety Ratio for X)=1+3= %

<. Margin of safety in dollars for (X) = 300000 x ; =
The margin of safety Ratio for (Y)=1+15=%

*- Margin of safety in dollars for (Y) = 300000 x % = $200000

$100000

4. Budget Income Statement for the year ended 31/12/2024

Details (X) Company (Y) Company
_Revenue $ 330000 $ 330000
- Variable Costs (132000) |_(231000)
Contribution Margin 198000 99000
ﬂ - Fixed Costs (120000) S
Net Operating Income $ 78000

. — 2024) - N.O.1 (2023)
' The change in net Operating income = N 01 60000 =$ 18000 j

e NN 7000~ =



= soieEe . ' i =
. The degree of operating leverage fOW

any’s net operating incq ,
- The company T8 INCome groyg 3 times a4 fast as jtg
sales.

Percentage change in = Degree of Operatin

g X Percentage ch
ncome ange
net operating 1 leverage il
=3 x10%
=30%

~.The change in net operating income = =60000 x 30% = $18000

The change in net operating income = N.0 (2024) -N.O.I (2023)
/

(Y) Company = 69000 - 60000 = § 9900
. The degree of operating leverage for (Y) is 1.5.

-. The company’s net operating income grows 1.5 times as fast as
its sales.

Percentage change in = Degree of operating x Perceqtagelchange
net operating income _ leverage 1n sales

= 1.5%x10%
=15%

. The change in net operating income = 60000 x15%

anies
£ the two comp
The difference in the net operating HEQIE hose
in turn a company ¥

- hich
's due to the operating leverage, W ¢ whose profits ar higher.

Operating leverage is higher (3) i the on

| ———— ey




,1 The company with the higher proportion of

A8si
Conclusions regarding Operatmg levm

Through the use of operating leverage ,

§a m

. o . e

sensitivity of net operating income to the changs thasu
oy

On aﬂ[
ﬁxed
cost structure, will have higher operating leverage

of commercial companies, the followmg Conclu

2. The company whose breakeven point is higher, Will by

operating leverage.

3. The degree of operating leverage is not a constant; itjs

at sales levels near the break-even p pomt and decreases ass

profits rise.

4- The margin of safety percentage is the inverse of the &

operating leverage.

Most establishments produce and se.l_ll‘ more types of gﬂ"l
they may differ in terms of the selling price and the vari#
per unit of each type of commodity, and therefore the
contribution per unit will differ for each type, and it is kn®
fixed costs are the costs that have been incurred during the
that are period costs and are not related to production. It isd

: m detmne the Shafe Of eaCh type of these costs in addl
;_ the llpractlcablhty of compuung the break-eveﬂ'Pom fof



nagenigl ASS= — Assistant Prof, Salap Alhadithj

. arately, and in order to : :
'\ component sep address this deﬁcwﬂcy, this
sed to compute the total breakeven point of the gq]
sales

\ technique 15 s

* mix, and then determine a point for each commodity according to
 its contribution to the percentage of the sales mjx
| !

'1.TheBEF (Sales Mix) in Units; It is computed according to the
' following formula:

B.E.P (Sales Mix) in Units | =F.C +C.M Averageq

I: * C.M Average = Total C.M + Total Units Sold

2. The B.E.P (Sales Mix) in Dollars; It is computed according to
the following formula: —

’ B.E.P (Sales Mix) in Dollars | = F.C + Total C.M Ratio*

. *Total C.M Ratio =Total C:M =+ Total Sales Revenue

ar \ ‘ : The following data is available for Stars Co.:
; W 7 ) sy o g v O
4000 | 6000 | 10000 | |
Sales Revenue 120000 | 300000 | 420000 |
| Variable Costs (80000) | (210000)| (290000) | |
| Contribution Margin | 40000 | 90000 | 130000
| Fixed Costs - — | 3,
[ NetTnes 52000

¥ Ll

moute the B.E.P in units and revenue (dollar) for the




Xi=—=——

The solution:

B.E.P (Sales Mix) in Units = F.C = C. NII ;;verage
= 130000
78000 + T0000"
= 6000 units

4000 ™!
B.E.P for Product M = 6_000 X 10000

= 2400 units

"! The percentage of product sales out of the sales mix

B.E.P for Product Z = 6000 x -6000
10000

= 3600 units

B.E.P (Sales Mix) in Dollars = F.C = Total C.M Ratio

= = 130000
T 420000

=$ 252000

B.E.P for Product M = 252000 x 120000
420000

=$72000

B.E.P for Product 7 = 252000 x 300000
- 420000

=$ 180000




|

r/”'Is’/'f’Educts X T
Detal ¥ Total
sales Mix Ratio (Unit) | 40% | 60% | 000,

0
me per unit $ 30 350 |
~Variable Cost per unit | $20 835 |
ﬂcosw _ 78000

Required:
1. Compute the B.E.P in units and revenue (dollar) for the sales

mix and each product.
2. Explain required No.1 with a diagram (chart).

The solution: "’

[C.M X Sales Mi)j . [C.M x Sales Mix]
C.M Average =|per unit ratio in unit| + | per unit ratio in unit
for X for X for Y for Y
=({30-20} x40%) + ({50-35} x60%)
= $13 per unit
B.E.P in Units = 78000 + 13
= 6000 units
B.E.P for Product X = 6600 x 40%
= 2400 units
B.E.P for Product Y = 6000 x 60%
= 3600 units

o ; ent, as
171 1o an income statem
ere i another method to solve, by prepall & «

n Example No, 10, page 83.

<1 ac | 7

P =
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Chapter 4
Decision Making and Relevant Information

Learning Obj ectives

After studying this chapter, you will be able to:

1. Define and compute the differential cost and relate it to
short-term decision making.

5 Identifying a set of relevant decisions that have an effect

on the costs and profits of the facility during the short term.

Chapter Contents
This chapter included the following topics:
o  The concept of Relevance

e  Types of Decisions

o  Short-Term Decisions

*  Accept or Reject a Special Order
*  Make or Buy

k. Adding and Dropping Product Line

Scarce Resources Allocation




e met in accounting information so that it can be relieq upon for

- decision.

| The Relevant Information must meet two criteria:
M il

1. It relates to the future.

.‘ fﬁi&)—rhwiﬁ be different for each alternative considered.

- considered Irrelevant Information.

* costs and are relevant to the decision-making process; but in the
| short term, it is limited to items whose costs are aﬂ‘ect?d by
| changes in the volume of activity, that is, by different alternatives,
' and these items may be items of variable costs and fixed costs,
s Téquires a comprehensive analysis of them,
i arenm affected by the different alternativ

.

= __,,;____::L______‘_ Ass's‘am Prof Salah Alhadithi 1|

~ Chapter 4 | }
| 3 ccision Making and Relevant Information |

Con f Relevance @
The

Relevance is one of the important characteristics that must

jifferentiation between alternatives to make the appropriate

- T St

pe i g

When this fails to meet either or both of these criteria it is

It 1s noted that, in the 1ong term, all items of costs are variable

while the items

es are considered

'l:"declsmn- b
in, example illustrates the nature © i,
¢ 2 . t co sts in the declsloﬂ-l‘llaklng P

eSS —

£ information




the same product and every product requires the s,

very prc e uc&'
direct materials $3609Ql)er y ear)_Machine ! costs : IOOO‘]Q

“Machine 2, costs § 200000 The direct labor cog; p,, '

: M ey
Machine 1 is $ 50000} and for Machine 2, is § _3200(5;; ul

|

|
k

A supervisor who works for the company cap OVerge,

operations of either machine, his annual salary is $250(

Required: Determine and compute the relevant & irrelevant com-

The solution:
Items Relevant Costs Irrelevant Costsj
Direct Labor Cost |
: ' terials Cost
Variable Costs $ 50000 LATESE NI B
$ 36000 per year |
$ 32000 _
Depreciation expense : |
‘ / isor Salary |
Fixed Costs /| $25000 (100000 = 4) S; I;ngoo per ye¥' |
B y $ 50000 (200000 = 4) o

o

Through the above example, we conclude that relevant’ i

(13 h

Are those costs that vary from one alternative t0 aHOty
. g t
decision, whether they are fixed or variable costs. It e

: g
characterized by twq characteristics, the first being reis"

P E
the future and the Second being relevant for decision-malf'“’

And it is further noted that the costs are relevant not only

| g [ T



| itis not able to use the available resources to the best use, so-ca

ll Opportunity Cost: “It'

lled

opportunity COsts).

s the profit forgone or Jost by a firm in
taking one course of action”.

- Or “The maximum contribution margin is lost to the firm as a

result of preferring one alternative over another”.

' Example No.2 || A company that owns an additional building

attached to its building that it uses to produce a limited-use

e ——————

product, it was offered to stop producing this product and rent the

attached building for an amount of $20000 annually.

Required: What is the opportunity cost? Explain this.

It is noted that if the company refuses to rent the addition.al
building, a return of $20000 will be lost on it, as this amount s
considered ap opportunity cost for the company.

. ause it has
Therefore, it jg not proven in the accounting records because




0]

not actually been achieved in terms of receipt o

. oy P endltu
therefore it will be an imputed (implicit) cost that i %

&4 iny
thepu .

|

the purposes of differentiating between alternatiyeg for
of decision-making. -

In addition to what is explained with regard {, e
costs shown in Example No. 1, there is another type of these
that do not affect the decision-making process called SUnk gog

Sunk Costs: It is represented in those sacrifices incurre g _3
by the project in the past (recorded in the accounting pay
previously) so that they cannot be recovered now, so they aregy
related to the past that does not affect the future decision-maly

process, and they are often inappropriate costs for decisi
making and must be excluded in the case of a study or evalu

the different alternatives to decide on the best alternative,
example, the factory rent paid.

. e 2o 1
Types of Decisions - oy

Itwﬂlbedlscussedinthc“c TS e maﬂ“"{w;
A . < bhon anao -



| .Th@i"e decisions are related to dealing with one of the

‘ tel‘Pﬂse ’s activity variables, and this gives Management the
bxhty 1o control its level of activity, It is possible to know ang

1dentlfy these dec1s1ons in Which the relevant costs have a role in

making comparisons between the available alternatives. These

decisions are.

f1. Accept or Reject a Special Order.

b. Make or Buy. -

8. Adding and Dropping Product Line.

4, Scarce Resources Allocation . 's/) \/L/’J“

Each application of these decisions w11fbe explained and illustrated:

1, Agg- ept or Reject a Special Order

Some depeirtments in the establishments do not take into
account the cost elements that are affected by the changes in the
production capacity, which makes them reject some orders, in
Darticular, expect that the revenues will not cover the total cost,.
ind the rejection process is hasty because it was not built based on
mwt"mlyt’ais, as it is possible that the revenuc generated from
lcceming the order, although it is less th

f, ¢an add additional profits to the busi
: due to the existence of excess capact

an the total costs of the
ness profits, and the
ity * established in the




s

- ¢, The selling price of the special order mys

accepted or rejected your o, _

whethe they were ' p1 tcosts in th der, “’here f,
: irrelevan € DProcec. .

costs are considered Process Oy,
making. ’ |

To accept an order, the following conditiong Must be

. v o 7P 5P et
There must be excess productive capacity,

variable cost.

=
i
it

Example No.?vjz The followin
|G p——

i

, .

g data concerning the Moonlgy
Company for one month:

a. Norma] Capacity of 10000 units per month.
\—- ""_'*"-—_..___

b. Units solq 8000 units @ $ 100 per unit.
C. Variable Cogt per unj ect material,

~——

t: Direct materia]s § 40, Direct labor §2)
. MaIketing $5.

€. The Sunrige Co
2000 unjtg at $80 5

. . U

Mpany jp another market would like to Y 1

unit, j
]
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Wﬂ,] revenue & costs analysis for decision of -
r e+ T ept()
] | Rej rreje ,
y ((‘;:t:[:le Ofder ACCW cta Special order
—\
i 3(%1(1) unc'?:e) (Alternative Cas: T
| Sales 800000 10000 units D’f?"l‘eﬂce
wﬂsﬁﬁ 960000 | —T———n
DirectMaterllﬂs 40 320000 - 160000
- e S (80000
X 80
|Marketing 5 40233 100000 (30000)
. - 50000 (20000)
[Coribution Margin o ) (7s0000) | 120 |
Fixed Cost: o 210000 (150000
|FOH e | e
Mketing&Administration 3 2002 48000 | :
[ Net income (80000) (80000) g >
| | 120000 30000 0
' : 10000

‘ Decision: Th '

- ==LI00. 1he '

3 increas d Sunrise Compalil_y s offer must be accepted because
;. ed the company's profit by. $10000.

4 _

2. Make or Buy:
a Th i .- -

| e decision to manufacture or buy

relates to the comparison

en purchasii ; : :
P hasmg a commodity or service or using the own

i :::;esa:o produce that good or service

| the comparison ainms to determin®
' urces available to the lity, especiall
> surplus capacity (unused);
i oo workers and

from the local or foreign

the best us¢ of the
fac when

the a availability of technical
of good?

the productlon



e . to account the indifference point of both options, i.e.
d;e pecte d volume of production, which is equal to the costs of

both slternatives to make or buy?

.. Availability of excess (unused) capacity that can be used in the
nanufacturing Process, or other alternatives available to take

advantage of this capacity.

Example No.4 | : Iraqi Company manufactures a reﬁ'lgerator-sme .

14, at the same time you buy the compressor main engine of the
local market atiwpgsgor a technical committee was
flfwrmed within the company to evaluate the possibility of makmg
this part in the company's workshops where there is capacity and

v ,)\/ -
surplus space for it (there are no other alternatives available to use

this capacity). In order to cover the company's need fori@,_QQ_

compressors, this topic was studied and the following estimates
were:

irect materials..$ 40 / compressor

Direct labor. $ 20 / compressor

Variable F.O.H $ 10/ compressor

Common Fixed F.O H $ 200000

Fixed F.O H for the manufacturmg process. $ 500




equired; Using a differential cost anajy;

decision to buy or make a 2000 compressor. Ay

The solution.

he solution:
Differential costs analysis for decision of Buy o, .1

Items : Buy | Mak,
Purchase Cost $2000000 %
| D. Materials - M*@
D. Labor ' - 466-66“‘@
V.F.OH - |. 20000 | (5
Common F. F.O.H 200000 | 200000 -
F.F.0.H for the manufacturing process|  -- | 50000 | (5
Total Costs 400000 | 390000 | - 100

Decision: The Company should start making the comprs
internal rather than buying it because it saves $10000.

It is noted that each item that has changed is considered fol
relevant cost other than common fixed costs, where it has ot
affected for both alternatives. Moreover, the compary b
unused spare capacity that can be used in the manufacﬂl"
process because there are no other alternatives avallable.m s
capacity in other requirements ‘that generate rt}ﬂmls 8

company. It means the opportunity cost is zero.
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cor the purpose of ¢ arification when there is an availab]
e

altel'ﬂative for capacity a_nd surplus space, the following example

is show™: . :
‘pxample No.5 ! Referring to example No. 4, assuming that when

e compressor is manufactured internally, the company will lose

§18000 in revenue as a result of having another available

Jlternative 18 tO rent the space available to others.

Required: Using the differential cost analysis, indicate your

decision to buy or make a 2000 compressor.

| The solution:

Differential costs analysis for decision of Buy or Make

— R

Items Buy | Make | Difference
Purchase Cost $200000| -- $200000
D. Materials . [$30000| (80000)
—— ___...._-—-—-—-—'_'_""__—
D. Labor - 40000 | .(40000)
L R SR
V.FOH (20000 | (20000)
— ______-#f———-*—()”"”:"’
Common F. F.O H 200000 | 200000] ™" |
FFOHforthen T W el Bt
_6'__;_:01' the manufacturing pIOSfE | WW
Pportunity Cost | _—}—Torany |
e I (8000)
Total Costs ————1400000 jfig_oj"‘f_ et
L’//




Decision: The company should reject the com T
Mitta.
manufacture internally and keep buYing R LN

reduces costs by $8000.

3. Adding and Dropping Product Lipe.

Using the relevant costs in the

0 .

e Co.
& ©). Iy ; Produces and se]js three models !
. R lnCQme sta

l 83 2 whope ement for 2023 showes’
nes repol.te d - H P
@los * O1® of the three prodi

Profit for the £




—  Models
H_‘_-____AF = = Total I
5300000 | 400000 | 200000 | 900000
(200000) (280000 | (160000) (640000)
100000 | 120000 | 40000 | .260000
(70000) | (80000) | (50000) | (200000)
30000 | 40000 | (10000) [ 60000

The manager of the company decided a drop the (C) product

]mc because of its losses of $10000.

The amount of $ 50000 for fixed costs of which $ 20000 is the
2t can be eliminated (canceled) if line (C) 1s
been uséd for product

duct.

supervisor's salary th
 dropped. The productive capacity that had
(C) will now be unused to produce the additional pro

: Required: According to the differential analysis of revenue and

costs, do you agree with the firm's decision to
 :' d keep production of other producers (A) and (B) only, of
ontinue production of the entire assortment (A, B and C).

drop product ©)

solution:



ol Pryy .
" Differential analysis of révenue ang Costs
et T Dropping ¢

Items (Original Case) | (Alternative Cagey|
" A+B+C A+n | Dify
Sales 900000 700000 i
-V. Costs (640000) (480000) I
C.M 260000 220000 | @i
- F. Costs (200000) (180000)* 5 :
Net income 60000 40000 Q |

“F.C. (A) product + F.C. (B) product + Unavoidable F C.(0)
~ $70000+  $80000 + $30000 - $ 1

Decision: The Company must be continued to produce

(C) because it avoids a loss of $20000.

| Example No.7}: Referring to example No.6, As
ity that had been used for product (C) wil
be used to produce add}tional pfoduct (B), increasing the
product (B) from $ 400000 to $ 550000.

R—WM: According to the differential analysis of revenu®
costs, do you agree with the company's decision to &%
product (C) and produce additional product (B), CO

: fi_ Production of the entire assortment (A, B, and C)? '



o, Salah Alhadith:

:.:- " S l
pifferential analysis of revenye
S

[ 1 _' :(Original Case) Drziplng C &W-—-——\____
N B+C ltenrti\fe Case)S :
- Sales 900000 +B* Difference
3 | 850000
it i (585000)" (50000)
Net incom : . (180000) W

e 60000 i 20000

25000

,. ‘... -C rati I . —

E v 0 fO‘I (B) = 280000 € 400000 ©100% = 70%

: = - . 0 /

| C for sa(les (B $550000) 550000 x 70% = $385000
tﬁ“IOtal- U-C lle)“"ZO | =

D ision: Th

| : 1he

e company should drop product (C) and additional
s. duct (B) because it makes $25000 in profit

arce Resources Allocation

BuSin

ess (E p

(Enterprise) Managements seek to expl
e qvailable resources

\
3
]
g

oit the availqble

:

- producti
, ctiv
e resources for the best use of th

and human) but may face some difficu
ources in the short term, and

nieve highef

resources of

lties 1n the

- Provisior
3 5 n ;
on of adequate economic res

Epmfm be able to accept all opportuﬂit,ies to ac
il the case was one of the productivit)’ ol dis

RN W




